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Dear Mr.Olea: 

In Decision No. 72030 dated December 10,2010 (Finding of Fact No. 50, Third Ordering 
Paragraph at page lo), the Commission instructed Southwest Transmission Cooperative, Inc. 
(“SWTC”) to “continue to file annual equity analyses and forecasts on June 30th of each year.” 
In compliance with that requirement, the purpose of this filing is to provide information 
concerning S WTC’s equity building progress last year. 

As mentioned in last year’s report, SWTC has completed a 201 1 Financial Forecast that 
supplants the 2005 Financial Forecast which had been used in prior reports on this subject. The 
equity projections and associated equity/asset and equitykotal capitalization percentages 
associated with this 201 1 forecast are shown in the attached schedule. In addition, the 
“Actuals 201 1” column also reflects achieved results for the calendar year 201 1. 

As background, the 201 1 Financial Forecast contains several major items that had not 
been anticipated in the 2005 Financial Forecast: (1) the current forecast reflects a rate increase 
that went into effect January 1,201 1 (Decision No. 72030); (2) because of the economic 
slowdown, SWTC’s construction work plan was revised to reflect a much lower level of capital 
expenditures over the forecast period; (3) the 2005 Financial Forecast did not include a new 
50 MW N-1 point-to-point contract with AEPCO; and (4) various cost saving measures that are 
expected positively to contribute to SWTC’s net margins over the forecast horizon. 

http://WWW.GKNET.COM
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Also, since the completion of the 201 1 Financial Forecast, several other positive 
developments have occurred. Among them are: (1) the 40 MW point-to-point contract with 
AEPCO was increased another 50 MW for N-1 purposes for a total of 90 MW in 201 1; (2) the 
Central Arizona Water Conservation District (“CAWCD”) contracted with S WTC for scheduling 
and trading services which is providing additional, unanticipated other revenue; and (3) during 
20 1 1, the CAWCD also scheduled additional non-recurring, non-firm point-to-point service for 
five months which added more than $500,000 of previously unanticipated revenues. 

As a result, while the 201 1 Financial Forecast had anticipated last year’s equity as a 
percentage of total assets would be 8.79% and equity as a percentage of capitalization would be 
9.21%, actual results were higher at 10.96% and 11.38%, respectively (Exhibit A, Actuals v. 
Forecast 20 1 1 columns). 

Those better than expected 201 1 results, of course, will continue to affect the forecast on 
a going-forward basis. Should Staff have questions or need additional information concerning 
this filing, please contact me or Gary Pierson. 

Very truly yours, 

GALLAGHER & KENNEDY, P.A. 

By: 
Michael M. Grant 

MMG/plp 
15 169-13/3075028 

cc: Brian Bozzo, Compliance Section (delivered) 
Gary Pierson 

Original and 13 copies filed with Docket 
Control this 29fh day of June, 2012. 
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Navajo - $0.4 million 

7. 

8. 

9. 

10. 

11. 

12. 

13. 

There is no customer that will be exempt from paying for unrecovered fixed costs. 
Some 1100 commercial and industrial customers will be exempt from the LFCR, 
but they will pay an increased share of fixed costs through modifications to the 
demand component of the bill. 

There is a cost to implement any fixed cost recovery mechanism the commission 
approves, which includes outreach and education costs as well as implementation 
costs considering changes to the CIS. Adding an opt-out alternative to the LFCR 
does not materially increase those costs. 

APS does not know with any certainty the revenues it would receive from full 
decoupling because that depends upon several variables including weather. 

On a weather normalized basis, APS believes that it would realize more revenue 
from decoupling than the LFCR. See APS Exhibit 5. And as part of the Agreement, 
APS will report on an annual basis the amount of revenues it would have recovered 
under its originally-proposed full decoupling mechanism. This will better inform 
the Commission in the Company’s next rate proceeding. 

No. This would have been a material change to several signatories and thus would 
have been a material change to APS. 

While APS does not agree with the specific cost to benefit ratio (which is based on 
national averages) as applied to our own plants (that value depends upon several 
factors, including location, population, etc.) the point of Section 11 was to support 
environmental compliance costs at levels beyond what customer payments are 
supporting. 

No. APS still must pay its property taxes on the dates established by statute. The 
deferral is for accounting and ratemaking purposes only and has no effect on the 
actual schedule of property tax payments. By allowing the Company to defer the 
recording for accounting purposes portions of the property tax expense above Test 
Year levels, the accounting mechanism helps to sustain APS earnings levels during 
the required four-year stay out period of the Settlement at acceptable levels. 

Anyone could participate, although it may be awkward to have both Utilities 
Division Staff members and the personal staff of individual Commissioners present 
during the same meetings given that Utilities Division Staff is charged with making 
an independent evaluation of any proposal, and the Commission will be the arbiter 
of the final product. 
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APS has no predetermined notion about what will or will not result, and- others are 
quite passionate about this subject, and their input is important. In the stakeholder 
process, as in the final proceeding, all ideas are open for discussion and 
consideration. However, the desires of APS customers in this matter will weigh 
heavily in the Company's final recommendation to the Commission. 

14. It would, of course, depend on severity and duration of the weather event, and 
whether that event can so impact APS that the rates set in this case can no longer be 
considered just and reasonable. For that to happen, the event would have to 
materially impact the financial results expected under the terms of the agreement. It 
is unlikely that the event you described would cause APS's financial results to 
deviate so much from what it expected to earn under the Agreement as to trigger a 
force majeure issue although the Company will concede that anything is 
theoretically possible, however improbable. 

I hope this has been responsive to your questions. 

Sincerely, 

Thomas L. Mumaw 

TLM/j lj 

cc: All Parties of Record 
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1110 W. Washington 
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501 E Thomas Road 
Phoenix, AZ, 85012-3205 

Melissa A. Parham 
Attorneys for Town of Wickenburg and 
Town of Gilbert 
Curtis, Goodwin, Sullivan, Udall & 
Schwab, P.L.C. 
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Attorney for AARP 
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K.R. Saline &Associates., PLC 
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Mesa, AZ, 85201 
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Attorney At Law 
P.O. Box 1448 
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Scott Wakefield 
Attorney for Walmart 
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Steve Chriss 
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Laura Sanchez 
NRDC 
P.O. Box 65623 
Albuquerque, NM, 65623 
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Law Offices of Douglas V. Fant 
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Amanda Ormond 
Southwest Representative 
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